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Fnreqn affiliates of TL.E. corporetions
" are provislomally estimated to have
! nereased plant and equipment expendi-
fepireg 9 pereent o 1971 to A total of
- $14.2 billign, and &fe plecialng &
. T-percent inorease to FL5.2 billion in
- 1972, These increnses are mignificantly
" lower then those putlished In Septamber
1971, and ara far below the growib
rabes registered - im  196% and 19T,
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: EEPENDITURES for property,
“plant, and equipment by fo:tmgn affli-
‘ates of U.S, gorporations in 1971 are
. provisionally estimated at $14.2 billion,
-atise of O percent over 1970, An increasa
:of 7 percent is expected in 1972, with
“total outlays resching $15.2 billion
-(chart 13 and table 1).
. These findings are basad on tha latest
-BEA gemianmual survey of abont 450
Jarge TS, firms, with approximately
4,300 foreign sffiliates, teken during
Decembear 1971. The firms’ reports were
thue prepared well sfter the President’s
CAugust ennouncement of the “Naw
-Eeonomic Program® ( NEP), but during
-the sgme month in which major cur-
-Tency reslignments were negotiated in
the “Smithsonian Agreement.”
The latest estimates of 1971 snd 1872
spending sre significantly lowsr than
‘thoge made 6 months earlier, when ex-
penditures of $14.7 billion were axpacted
in 1971 and $16.1 billion in 1972. (All
‘Projections are adjusted far any sys-
“amatie bias. See note to table 1 for a
‘discussion of the adjustmeat proce-
-duta) The downward revision in both
Jears is centered in European manu-
facturing affilistes erid Latin American
mining and smelting affiliates. The

letast estimate of 1971 spending by
petroleum affiliates shows only slight
ravision from the previogs estimaste,
while their enticipated 1972 spending
has been increasad significantly. Given
the sirength of current demsand for cil,
patroleurn compsanies are probably less
sensitive than manufecturers o the
cyolical slack that new characterizes
mary foreign economies.

An asttempt was made to discerm
whether the NEF Lad sffected fixed-

ssset spending by forsign afftlintes of

TS, firms. A special gquestionnaire ‘was
mailed to reporters along with the regu-
1ar December survey form. Of 212 oom-
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panies responding, 283 said that the
sxpenditues plana of their affiliatea had
not been affected by the WEP, 20 com-
mented that their plans might ba af~
fected but that the extent was unkoown
as yel, and nine gave spacific pmounis
of inerense or decressa in spending
{resulting in a small net raduction for
the affectad group). On balance, these
replies supgest that Litsle, if any, of the
cithack in planued spending from thai
reportad in the survey taksn last June
can be aitrlbnied tc the NEFP or the
associated changes in exchanpe rates.
However, December may well have
been too early a dete to measure the

SRR  CHART 13
Expenditares for Plant and Equipmest by Forelgn Affifates of US. Companies
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siffocts of the NED, or repcriers muy
not have been able to seperate the
impact of the NEP from other develop-
ments, such us the economic slowdown
in meny foreign countriss. The reval-
ustion of foreign currencies, by itsalf,
eould work either to inereass or to
decreass affiliate expenditures as meas-
ured in dollars, The dollar equivalent
eoat of anitem denominatadin a vevalued
surraney incrgases. If capital investment
programs ate maintainad in real terms,
the c¢ost in dollars imcresses; on the
other hand, revalnation might causs
2oms ficms te cut back their investment
proprams to such an axtent that expend-
itures measured in dollars declme.

The ocurrent estirnates of aggregate
spendiog incresse in 1971 aod 1972—
8 percent and 7 percent, reapectively—
are congidarably lower than tha growth
rates of 15 percent and 21 percent
registered in 1969 and 1970. Tha slow-
down primarily reflacts a shift in manu-
facturing affilintes’ spending, in Earope
and Cenade, from rapid growth in 1980
and 1970 to no changs in 1971 and a

Table 1~Estimates ol Plant aod Equipment hmﬂjh&? by Forel

SURVEY OF CURBENT BUSINESS

small gain in 1972, coupled with & sharp
1971 drop in specding by Latin Ameri-
can mitning and smelting affiliates.
Strong growth of spending by menu-
factunng end petroleum afftliates
Japan # & partial offset to these
developments.

Spending by mangfactarers of ma-
chinery aod of transportation equip-
ment declined in 1071, tollowing very
lavge gmins in 1069 and 1970. This
swing was probably associated with
the stonomic slowdewn in Europe.
Industrial production there showed
very sluggish growth m 1971. The
reductions in epending by machinery
manufacturars wera mostly by com-
puter manufacturers, who are particu-
larly sensitive to business comditions,
Manofacturers of trensportation equip-
ment, largely auto producers, cut spead-
ing in response to ssgeing sales and
profits.

The small 1971 decline in manu-
facturing spending was Mmore than
offset by ivereased expenditures in
the extractive industries, especially

March 1072

peteoleum . Spending by petrolenm affili-
ntealsalsuetpect&dtnﬂsemlﬂ'?ﬂ
but at » slowsr rate tham in 1971
Patrolenm companiss are expanding
infernationnl shipping oparations iq
view of the continued shutdown of the
Suez Canal, and stroog demand is
enconruging spirited exploretion of new
fields, particularly in the Middle East,

Indusiry patiern

Monufecturing nfliliates are currently
estimated to have spent $8.4 billion in
1971, & l-porcent decline from 1870
{table 2). Their spending is axpected to
inereass T percent in 1972 to $6.8
billion, a moderate gain in relation to
the 196% and 1970 incroases of 19
percent and 31 percent, respectively.
Zpending iz expected to increase ib
1972 in all the major geographic areas,
but nearly half the incrsase is planned
for Evropa.

Spsnding by affiliates in the chamicsl
industry incrensed 4 percent in 1971,
with advanges in the United Kingdom
and the Ewropean Eeynomic Com-
muaity (EEC) and larpe decreases in

ﬁ Affiliates ot 1.5, Corporations, Actual and Frojected, by Perematage
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Caneda and Letin America. In 1972,
spending by chemicel affiiates is ex-
pected to be about unchenped both in
the spgregate and in each major geo-
graphic erea separataly,

Machinacy producers reduced spend-
ing 3 pareent in 1971. They plac & 9
percent inetesse in 1972, to $2 hillion.

SURVEY OF CURRENT BUSINESS

Spending in tha BEC was cut sharply
in 1971, but in 1272 particularly large
increasee ars projucted Ior the EEC
end for Japan. (The cost of machinery
acquired or produced by manufactaring
affilintes for leasing to othars, & signifi-
cent faotor in the computer manu-
facturing indusiry abroad, 1= countad
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as part of the mannfacturing effilinies’
capital expenditure. Therefore, not all
the decreases or increasen registered in
thiz ares affect plant capacity.)
Manufacturers of transportation
agutipment reduced spending 16 percent
in 1971, primarily due tc heavy cuts in
Canada and the United Kingdom. A

Table 2.—Estimptes ot Plant sxd Equipment Expenditures by 1.5, Corporations’ Foceign Manofactaring AfGlatst, by Salseted Comnitry
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2.percent incresse planned for 1972
reflects » sizabla inetense in Latin Apmer-
ica whbich 13 mostly offset by additien-
sl heavy cuts in the Tnited Kingdom.

Manufacturing affilintes in all other
induetries, takem together, inersasad
spanding 4 percent in 1971 and plan
& 10 parcent increase in 1472, Al
major sress show Incresses in both
years, except Latin Awerics, where
spending fell in 1871, The geins in this
“other manufacturing” group jargely
reflect spending by pulp and paper
producers, maoufacturers of primacy
sod fabricated metals, ead manufac-
turers of photographic and photocopy
aquipment,

SURVEY OF CURRENT BUSINESS

Affilistes in petivleum increased
spending 23. percent in 1971, to $4.7
biltign. This wes tha largest percentage
risa of eny of tha msjor indusiriss.
Petrolenm affiliates are planning wn
aggregate 3 percent spending increase
to $5.1 bilion n 1972, The 1¥71
incresse was centered . in outleys for
tanker construction, which will be an
important growth sector again in 1972
{table 3). Large increasés are shown
in both years in the Middle East and
Indonesis. Large declines are reported
for Libya in both years snd for Latin
Axperica in 1572,

Expenditures by the wmining ond
smefting industey in differant sreas have

Table 5—Estimates of Flant and Equipment Expenditures by U8, Corporations’ Foreign
Affliates 1n tha Petroleuns, Mining and Smelting, and Other Fondostries (Except Mann-

facturing)
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March 1972
shown divergent trends over the pas{’
saveral years:, Spending in Caneds and
Australia- has been very strong, while
politicel developments in Latin Amer-
jca have sharply restricted spendidg
there. Twotal  expenditures imcreased
from §1,035 million i 1958 10 & pro-
jeoted $1,710 million in 1972, Within
that total, expendituces in Latin Amer-
ica dropped from $456 million to 3273
million while expenditures iv other
areas, principally Caoada and Aus-
tralis, inorensed from 5579 million &o
$1,432 million (table 3).

In 1971, total axpenditures by affili-
ates in miniog and smelting incressad
21 percent despite a steep cut—$220
millioy or 48 percent—in spanding in
Latin  America, primavily i@ Chile.
Total expenditures in 1972 ere expacted
ta be up very slichtly from the 1971
level. The 1971 increase was concen-
trated I Canada apd Anstralia; affili-
gtes in Canada are planning further
increases in 1972, but those in Australia
are planning cuthacks,

Afftfiates in “other indusiries” are
estimated to have increased outlays 4
percent in 1971 and expect a 12 porcant
gain in 1972. Most of the growih in
this group is iv expenditures by a8li-
aktes in trade, leasing, and services.

Gongraphic pattern

European affilistas are estimated to
hava increased spending 7 percent in
1971 to $5.4 billion, and ere planning
another 7 pereent ipcresse in 1972
{tabie 1). Theze gains are much smaller
than the inereages recorded in 1969 and
1070. Tha rate of spending growth in
EEC countries slowed from 42 percent
in 970 to 8 percent in 1971; a § percent
rise is planned in 1972. A sharp decel-
aration in the growth of spending by

. mancfacturing affiliates accounted for

most of the slowdown after 1970. The
erowth of expenditures by EEC petro-
leumn afitfiates nocelerated to 26 percent
in 1971—from 18 percent in 1969 and
16 parcent in 1970—due largely 7o
expension of facilities i Germany.
However, EEC petcoloum affiliates
sxpect vittuglly oo change in 1972,
Totel spending iv Furopean countries
outside the EEC rose 6 percent in 1971
following a 26 parcent inerease in 1970.



ﬁfﬁlmtas in thosa countries plan an 8

t inereage in 1972 Manufactur-
ing affiliates cut spending in 1871 but
this was offset by & sharp inoreass in
gpendh:g by petrolsum affiliates. Spand-
ing in Spain by petroleum affiliates is
pertioularly strong.

Affiliates in Capada increased spend-
g & percent in 1971 and plan a 10
percent rise in 1972 to $3.2 billion. The
187¢ incresse was centered in mining
and smelting, but affiliates in all major

indusiries ara planning incren.aaa in

1973,

Heavy reductions in mining and
smelfing expenditurss led to & sharp
decreg=a in Latin Americon spending in
1971, Aggragale expenditures are exe
pzcted o be radaced another & percent
in 1972, to %1.7 billien, even though
Brazilian manufactiming affiliates, pri-
marily thoss in transportation equip-
ment, expect to increase expendifures
20 percent.

Affiliate? in the rest of the wordd—
identified in tzble 1 £s “Other Areas”—
incraased spending 24 percent in 1971
to 54.2 billion, and an 11 percent in-
crease is projected for 1972, Over threa-
fourths of these gains are dus to
spending by petroleum affilinies in the
Middte East and Indenesia sod in the
international shipping category.

Japen is becoming sn lmportant
center of expenditores by offilintes,
Undl & few years ago speading in Japan
was ralatively email, but it is now ap-
prosching the billion dollar level, witk
projected expendituces of $0.9 billionin
1972, The sharp grewth in cecent years
presumably reflacts the relatively rapid
economic geowth in Japan and possbly
the easing of restrictions on investment.
Maoufacturing outleys in Japas in 1572
ara projected to rise 19 percent to 3476
millign and petrclewm expendituces 158
percent bo $350 million, In bath indus-
tries, these 1972 incresses are fer
stronger then totel worldwide growth.

On the counicry schedules established
by the Office of Foreign Direct Invest-
ments (OFD]), affiliates in Schedule C
oountries {including most of conti-
nental Western Europe and South
Afrign) Increased spending 10 parcent in
1071 {0 $2.8 hillion, and plen a 5 percent
Imcreass to $4 billion in 1972, These
countries ars those for which controls

| SURVEY Gf‘ CURRENT BUSINESS
on capital outflows from the United

States are sivictest. However, expendi-
tures by effiliates do not necessarily
lead to outflows of TI.8. funds, which
the OFDI program is designed ic limit.
To the axtent that investment. éen be
finaneced by bormwmg abrond, spend-

ing for plant and equipment is not

lmited by OFDI reguletions. -
Affilistes ‘in Schedule - B 'cointries
{including Spain, the United Kingdom,

spending @ percent in 1971,
hillion, and plan & 1-percent increasa to
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tha Middle Exst, Japan, and Ans-
tralia) increased spending 8 percentin
1871 to $3.9 billion, and expect an
increase of 14 percent to $4.4 billion ip
1972, Affilintes in Schednla A sountriss
{meuding. most of the less developed
countriss), for which centrols on capital
outflows are most lenient, ineressed
to B3.5

$5.6 billion in 1972. 7

§ Cortinnad frim page 87) .

ment-owned stocks operated by non-
financial corporstions. A discussion of
the treatment of these stocks can be
found in Robert J. Gordon, *$45 Billion
of TI.5. Privete Investnent Has Bean
Mislaid,” Ameripan FEeonomic Review,

-June IQEQ and, "Comments” by Greorge

Juszi and "Ruply" by Gordon, Arhericin
Haonomie Review, Docamber 187]. Be-
canse of deats limitations, no smilar
eatimates can be made of assals used by
the nonfinancial corporate sector but
owned by financial institutions or the
peracnal sactar.

The inventory siocks in constant
(1058} dollars showm in table 3 are
derivad saparately for major ihdustries.
For ench industry s benchmardr lewvel
of stocles galenlated on the LIFO basis
wag prepared for the firat year for which
LIFQ data were available. Thiz level is
moved backward to 1947 by sucess-
sively deducting tha corporata share of
LIFOQ imventory changs in constant
(1958} dollars shown in the national
ingpome wnd prodvuet accounts, and
moved forward to 1971 by successively
adding the corporste share of the LIFO
inventory changs. For the non-LIFO
gtocke, book velues ars adjusted
for price changes directly to de-

. rive the sonstant dollar ztocks. Thwan.

tories for each imdustry in ourrent
doller valustion are derived by multi-
piying the constant dollar stocks by
indexes of yearend currant replacement
prices.
Total factor input

In table 4, indexes of lebor and
oapitel input are detived from the
estimates of man-hours worked and
vapital stock, and combined inde an
index of total factor inpud.

The index of labor input is samply an
index of man-honrs worked, with ne
adjustment for the inteneity with
which man-hours are utilized or for
changes in ekills.

The index of capital inpuié is derived
asing & precedure developed by Edward
F. Denizon for the economy as & whole.
Inpsmuch agy the gservices provided by &
capital good do not remein constant
over the life of the asset, but deciine
somawhat as retirement approaches, the
constant dollar capital stock employed
to messure capitel input is calculated
as o weighted average of net and gross
stocke with net stocks receiving & weight
of 0.25 and gross stooks a weight of
0.75. Mo adjustment i= smade for
changes in ntilization.

The indezes of labor and capital
input are combined inte an index of
total input by the following procedurs.
The aversge labor and capital shares of
nationel incorne originating in nonfi-
nencial corporations are computed for
all yenrs from 1945 through 1969, exolud-
ing years eignificantly affected by
recessions (1849, 1963, 10454, 1957, 1958,
1960, and 1961). These average labor
and capital shares are (.782 and 0.218,
reapectively. To derive the index of
total fector input, ithe snnual parcent
chenge in the index of labor mpuat is
multiplied by the average labor share
sud the enmusl percent change in the
mdex of capital input is-multiplied by
the waversge capital share mnd the
results are summed to obtain the
annual percent change in total factor
input. These annual percent changes are
then chained to a base of 1858=100
to provide the index of total faotor
input shown in table 4




